Research projects on the performance of companies search for the relationships between the methods of managing a company and the results. This paper presents a research on holding companies. The aim is to analyse the reasons for and purposes of holding companies being established and the advantages they may bring to the owners trying to fi nd out whether the level of association between the companies infl uences their performance. The research was carried out in two stages. First a questionnaire enquiry was made with interviews and, subsequently, fi nancial ratios were quantifi ed and their correlation investigated with the extent of effi cient cash fl ow management. The correlation was expressed by Spearman's rank coeffi cient. The benefi ts of creating a holding company were mostly found in the owners' investment risk diversifi cation, reduction of the capital invested, and improved negotiating position of a holding company. Also, a correlation was determined between the method of cash fl ow management and fi nancing strategy (measured by net working capital -the value of Spearman's coeffi cient is 0.761849 in average and by ratio debt to assets -the value of Spearman's coeffi cient is 0.813525 in average), liquidity of companies (measured by cash liquidity the value of Spearman's coeffi cient is −0.800436 in average) and performance (measured by return on assetsthe value of Spearman's coeffi cient is 0.474 in average).
INTRODUCTION
A factor of company size can be considered as one of the key factors of business prosperity. (e.g. Shumway, 2001; Niemann et al., 2008; Wu, Gaunt, Gray, 2010; Kočenda, Hanousek, 2012a; Karas, Režňáková, 2013 etc.) . A company with strong capital and high market share has better access to supply and sales channels, which improves its position in negotiations with suppliers and customers. Another advantage strengthening the company's position is the creation of barriers preventing the competitors from entering the market.
The size of a company can be increased through investment in the development of an existing business, but, more o en, also by joining companies. Research in this area, however, shows that fusions of companies do not bring the desired eff ects. According to Cartwright and Schoenberg (2006) , for instance, the percentage of unsuccessful fusions is relatively high, in the long run, closely approaching 50 percent.
In their research of the performance of companies in the post-privatisation decade of 1995 -2005 , Kočenda and Hanousek (2012 were also concerned with the effi ciency of Czech commercial enterprises with joint capital. According to the authors, a corporate pyramid existed for a long time, with the state on top of the ownership structure.
State-owned enterprises brought about a degraded and sometimes even negative performance of companies. As the most likely reasons for this, the authors named the absence of clear trends of enterprises and the state bureaucracy. In their next research, the same authors analysed the breaking down of the original state-owned holding companies and its impact on the performance of the newly created companies. For this, they used data from the 1996-2000 period. According to their fi ndings, the initial action of the breaking down was positive but, a er a certain point in time, it quickly disappeared (for details see Kočenda and Hanousek, 2012, b) . This paper presents the results of a research on the performance of holding companies. If concentrates on stock trading companies (jointstock companies, limited companies) that, although being legally independent, have a common capital in that the parent company (holder, controlling entity) may economically control subsidiaries (controlled entities).
The research aims to describe and analyse the reasons for holding companies being established, the advantages of their organisational structure as seen by the managers of companies, and to identify the synergic eff ects given by the association of commercial enterprises. Next it aims to fi nd out whether a correlation exists between the level of association of companies and their performance. The authors presume that this level can be judged by the method they use to control the cash fl ows i.e., the cash management.
SAMPLE AND METHODOLOGY
The key problem in researching holding companies in the Czech Republic is the diffi culty in identifying them. Unless a company declares itself to be part of a holding structure, there is no way to fi nd this out. Under the Czech legislation, business enterprises are obliged to publish the fi nancial and legal information to prove the transparency of their business activities. The documents to be published in a business register also include a contract to control the company or a controlling report on the relationships between the controlling and controlled entities and other entities controlled by the same entity. The problem is the very low number of companies that do publish this information. According to an inspection made by the Supreme Audit Offi ce in 2012, 74.01 percent of limited companies and 57.33 joint-stock companies did not publish their fi nal statement or annual report for 2010.
According to Oestreicher, A. and Koch, R. (2008) , who used data from February 2005, there were 28 international and 247 domestic holding companies in the Czech Republic. The number of the CzechRepublic-based holding companies was also checked against the data published in the Analyse Major Database for European Sources (AMADEUS) provided by Bureau Van Dijk, using the number of companies publishing consolidated income statements. For the period 2009-2012, the following number of records was found of companies reporting consolidated statements -see Tab. I.
Our research included 15 groups comprising 188 business enterprises on the date of the research.
In 12 holding companies, the research was carried out at the holder. Only in three holding companies, it was carried out only in one of their subsidiaries as these were international holding companies including the subsidiary.
The research was carried out in the form of a questionnaire enquiry and phone interviews, email correspondence, and during short meetings held to specify details of the answers received. We note that all the questionnaires analysed were completed by some of the above methods of enquiry. As the respondents were audited companies, we assume that the facts were not intentionally misrepresented and the information may be taken for correct. The research was carried out in 2011 and 2012.
The enquiry can be divided into the following parts: 1. The fi rst part of the questions was about the identifi cation of the scope of business, duration of the holding company, number of companies of the entire group, the consolidated sales, the company's registered offi ce, etc. 2. The questions in the second part were about the ownerships and organisational structures of the holding companies in question. 3. The third part contained questions about the purposes of creating a holding company and their fulfi lment. The wordings of these particular questions were "What advantage do you expect of being part of a holding company?", "What disadvantage do you expect of being part of a holding company?", and "Do you consider any changes in the holding company now (splits, fusions, acquisitions, etc.)?". When formulating the questions, we kept to the resources found in the literature that summarize the purposes of holding companies (see, for example, Machoň, 1997; Marek, 2009; Mařík et al., 2011; Pavelková, 2009; Valach et al., 1999) . The results of the enquiry completed by interviews were analysed by the frequencies of answers.
At the next stage, research utilized secondary resources such as fi nancial statements, annual reports, and controlling reports on the relationships between the controlling and controlled entities and other entities controlled by the same entity. Investigated were data of Czech-based companies. In this case, 32 businesses were investigated. The aim was to determine whether any synergic eff ects could be identifi ed of the association of companies. According to the economic theory, for a company, synergic eff ect means the growth of its value and the authors assume that the value of a company is given by its viability to create profi t for further development and for revenues for all its stakeholders. As measuring the value of companies with non-marketable stock is problematic, an alternative method was chosen Source: Amadeus consisting in investigating some partial factors that can infl uence the value of a company. The authors of the paper assume that grouped companies want to profi t mostly by a central cash fl ow and income tax savings thanks to a higher rate of indebtedness of subsidiaries (see, for instance, Režňáková M. et al., 2010) . To this end, the cash-fl ow management methods they use were determined fi rst. Then the relationship was investigated between the level of effi cient management of cash fl ow and the company performance indicators belonging to the value-driver category, that is, net working capital, cash liquidity, structure of fi nancing resources. This leads to the formulation of the following hypotheses:
Hypotheses H1: Those subsidiaries of the holders that effi ciently manage their cash fl ows maintain a low level of cash.
The level of cash available was measured by the cash liquidity index, which is the ratio of the short-term fi nancial assets to short-term liabilities.
Hypotheses H2:
The holding company subsidiaries that effi ciently manage their cash fl ows operate with low net working capital while the holders operate with higher net working capital.
The net working capital was measured by the proportion of the net working capital in assets.
Hypotheses H3: Those holding companies that effi ciently manage their cash fl ows achieve higher ratio return of assets (ROA).
Hypotheses H4:
The holding company subsidiaries that effi ciently manage their cash fl ows use less bank loans for fi nancing then independent companies. Here "internal liabilities" are used. Internal liabilities are meant to be loans among the enterprises grouped into a holding company.
The debt ratio of the enterprises was established either as the liabilities to assets ratio or, separately, as the long-term liabilities to assets ratio and shortterm liabilities to assets ratio.
To assess the effi ciency of cash fl ow management, the following scale was used with a holding company that only sporadically manages cash fl ow in the group receiving the lowest rating (see Tab. II). The highest rating was given to a zero-balancing cash pooling, which means real cash transfers between the grouped enterprises according to their real needs.
For testing the correlation between the extent of notional cash fl ow management and selected indicators, Spearman's correlation coeffi cient was used, which, in contrast to Pearson's correlation coeffi cient, does not require bivariate normal distribution and can also be used for variables with unknown distribution (see, e.g. Hebák, P., 2007) . At a signifi cance level of 5 percent, using Student's t-distribution and Statistica 10, the correlation hypothesis was tested separately for the holders and subsidiaries.
Characteristics of the Sample Data
As mentioned above, investigated were 15 holding companies. Even if the size of such sample is not large, we consider the information obtained relevant as no previous research of this type has been done in the Czech Republic.
Based on information provided by the Ministry of Justice in the Czech Republic, dated 31 4th 2014, there are 719 consolidated subjects. If we start from the assumption that a similar number were in the period under research, the research sample is 2% of the population.
The sample contained 60 percent of holding companies with Czech-Republic-based holders. The other holders were based in the Slovak Republic, the Netherlands, Japan, and the USA. In terms of specialisation, the majority of companies operated in manufacturing industry (43%) and trade (28%). In this case, the total number of specialisations was higher than the number of holding companies investigated. This is caused by the conglomerate structure of a part of the holding companies investigated.
Concerning the numbers of subsidiaries of a holder, the holders researched had mostly one to fi ve subsidiaries (53 percent), followed by those with six to ten subsidiaries (27 percent). One holder reported up to 80 subsidiaries. Also the sizes
II: Rating of the cash management tools usage

Cash fl ow management tools Rating
Cash fl ow not managed 1
Separate receivables and liabilities set off against each other 2
Receipts and expenditures planned in each company of the holder 3
Loan agreements 4
Credit management for some of controlled companies 5
Overall credit management for entire holding company 6
Internal factoring of the holding company 7
Netting 8
Notional cash pooling 9
Zero-balancing cash pooling 10
Source: own processing of the holding companies in terms of the sales were diff erent. One third of the respondents reported sales of up to 100 million CZK, next third from 101 to 500 million CZK. The companies participating in the enquiry have been grouped in a holding company for more than fi ve years except one company created in 2011.
RESULTS AND DISCUSSION
Organisational and Ownership Structure of Holding Companies
According to the research, 47 percent of the respondents are hundred-percent owners of the subsidiaries, only one-fi h of the holders own less than 60 percent of each subsidiary. All respondents said that they were trying to increase their ownership share as much as possible to curb the participation of other owners in decision making. Concerning the organisational structure, most of the holding companies investigated are grouped in a pyramid. This form of arrangement of holding companies in developing marketplaces is also confi rmed by Khanna, Yafeh (2005) . In terms of the diversity of business branch, there were slightly more holding companies with similar business branches, i.e. horizontal organizational structure (40 percent), with one third of the holding companies having a vertical organizational structure.
Purposes of Creating a Holding Company
Regardless of its form, the grouping of commercial enterprises is seen as a method of obtaining a synergic eff ect of economized size, better negotiating position, increased innovation potential, etc. (see Pavelková, 2009, p. 18; Mařík, 2011, p. 457; Marek, 2009, p. 570; and others) . The results of the research are summarized in Tab. III.
The most frequent purpose was identifi ed as strengthening of the holding company's negotiating position. This may be thought of as a multiple corroboration of the positive eff ect of the size of the grouping on the effi ciency of management and on company performance. In interviews, the respondents saw the competitive advantage mostly in negotiations with business partners. Companies coordinate their strategies for negotiations with partners, thus maintaining the impression that each of the holder's subsidiaries acts in the negotiations with suppliers and customers as if the order or supply was for the entire holding company.
Similarly, in answers to the question about increased market share, the respondents said that this had an eff ect on negotiations with partners. To this end, business policy and marketing communication are coordinated. When the share in the market is to be increased or a new market entered, priority is given to acquiring a wellestablished company over building an entirely new undertaking.
Positives and Negatives of Holding Companies (of Holding Organizational
Structure)
Although "optimised liability" was given as the purpose of establishing a holding company only in a quarter of respondents, when asked about the advantages of a holding company, this was the answer given with the highest frequency, given by one third of the respondents (see Tab. IV) .
When asked about the details of this question, the respondents gave two variants of perceiving the advantages of liability:
• Each company has its own liabilities, which is thought of as the main advantage in the event that a subsidiary is unsuccessful (such as lack of liquidity, problems with payments, failed business plan).
• Each company stands for its sister companies in tenders, and applications for loans. This all implies that a holding company ownership structure diversifi es business risk.
The respondents gave the answer "optimised capital costs" in connection with reducing the holding company's dependence on bank loans as a consequence of cash transfers between subsidiaries. Their answers implied that these were only transfers of small amounts used mostly to fi nance short term assets. This also reduced the capital invested by the holding company as a whole.
Other than the reduction of the infl uence of competitors, the advantages listed by the respondents mainly included direct infl uence on the management in the subsidiary and optimized cash fl ows.
On the other hand, the most o en mentioned drawback of a holding company structure is the complexity of management (80 percent of respondents) and the impossibility to aff ect shortterm decision making (53 percent of respondents). It seems that, unless the competences and responsibilities are adequately distributed within the holding company as a whole, the overall management becomes exceedingly demanding as the size of the holding company grows. This shows mainly by the growing diffi culty in taking strategic decisions and in fi nancial and personal management. This inevitably leads to the respondents being interested in increasing the shares of the holder in the basic capital of the subsidiaries.
When answering "synergic eff ects in ..." the respondents mentioned mostly increased returns, costs savings, and reduced tax burden. Returns were increased mainly by horizontal mergers bringing an increase in the share of a given market. Cost savings can be made in administration and research and development. In research and development, this does not involve an absolute reduction of costs, but rather costs that are lower relative to the larger production and, thus, returns enabled by research.
Despite the above-mentioned negatives, the respondents think that being part of a holding company is good. Eighty-seven percent of the respondents do not consider any major changes in the holding company structure such as mergers, splits, or acquisitions.
Surprising is also the rather low frequency of answers that the establishment of a holding company was prompted by "tax planning" although in the literature, this is o en mentioned as a factor very important for deciding about mergers (e.g., Oestreicher and Koch, 2008; Zimmerman, 1983; and others) . From this, it may be deduced that an important reason for merging companies is to gain edges over the competitors through more effi cient coordination of activities with respect to business partners. Tax reductions are an accompanying eff ect supporting the growth of the company value.
On the other hand, the research has shown that this area is thought of by the respondents as the least satisfactory. This is indicated by the answers to the question, which expectations of being part of a holding company have not been met. According to them, the overall tax of the subsidiaries has not diminished as expected. As a condition necessary for achieving tax savings, they see concerted action of all subsidiaries and continual evaluation mostly of their returns and costs.
Impact of Cash Flow Management on the Company Performance
The purpose of a commercial undertaking is the growth of its performance, which can be achieved also by tools typical for managing a holding company. On the grounds of previous research, the authors believe that cash fl ow management is the principal tool for managing the subsidiaries of a holding company. Therefore, the correlation was tested between the methods of cash fl ow management and the company performance indicators. These included indicators of the value drivers category (Mařík et al., 2011; Damodaran, 2012; and others) in the form of ratios. This form was chosen to eliminate the diff erences in the indicator values due to the diff erent sizes. The indicators used are decisive for the growth of the company value because, while characterizing the performance of a company with respect to the capital invested (Return on Assets, ROA), they also refl ect the company's solvency (Net Working Capital to Assets, Cash Liquidity). The last of the of the key value drivers is the weighted average cost of capital (WACC). However, as this indicator cannot be obtained from the company's fi nancial statements, it was replaced by an indicator of the structure of fi nancing resources. Considering the way the WACC is calculated, this is method is justifi ed as the weighted average cost of capital is in direct In holders, a direct correlation was proved between the net working capital amount and the cash fl ow management extent. The net working capital (NWC) measures the volume of long-term resources used by the company to fi nance its operating needs. Some authors consider it is the main factor infl uencing the keeping the company's solvency (Altman, 1968; Deakin, 1972; Lin, Liang, Chen, 2011; Ohlson, 1980; and others) . Its long-term insuffi cient level leads to problems with the payment of debts. On the other hand, a high proportion of net working capital in overall costs (or assets) entails higher fi nancing costs. In such a case, the owners of the companies lose interest in increasing this indicator and start to reduce it. According to the latest research, in the Czech companies, the NWC proportion in assets or sales is lower than in companies abroad (Kislingerová, Artlová, 2012; Režňáková, Svoboda, Polednáková, 2010) . Tab. VII shows the values of this indicator for the research sample.
The net working capital in holders ranges between 21.3% and 32.9% of the total value of assets. In the subsidiaries, on the other hand, the average value of this indicator is negative every year. This unequivocally confi rms hypothesis No. 2.
In the subsidiaries, for all the years, an indirect correlation has been proved between the cash liquidity and management level (see Tab. means that, the more effi ciently a company manages its cash fl ow, the lower value of this indicator is achieved. Generally, low liquidity is considered a sign of an aggressive fi nancial strategy entailing a higher risk of bankruptcy. In the case of a holding company, the cash level is systematically minimized in the subsidiaries being transferred into a joint account managed by the holder. This corroborates hypothesis No. 1. A straightforward implication of the research is that holding companies purposefully control the amount of money transferring it between individual subsidiaries. Money is taken away from the subsidiaries to be accumulated by the holder, which then decides about its re-allotment. This is o en done as short-term loans, which confi rms the correlation between the way specifi c tools of fi nancial control of the holding company are used and the total and short-term indebtedness of the subsidiaries.
VI). This V: Values of Spearman's coeffi cient of correlation and T-test for holders
The test has proved decisively that there is a direct correlation between debt to assets and the level of cash fl ow management: better coordinated cash fl ow management entails more debt in subsidiaries. According to ratios, some subsidiaries are overburdened with debt with low equity. If such subsidiaries were to operate on their own, such debts would face considerable risks. The suppliers would hardly extend trade credit, the lenders would demand the repayment of their receivables. With the subsidiaries of a holding company, the high debt rates are purposeful. The potential risk of high debt is eliminated by the mutual guarantee for obligations. These deliberate high debt rates and transfers of cash between companies make it possible to achieve a performance per unit of capital invested higher than in the case of individual undertakings. This causes a relative decrease in the invested capital by the holding company. Interesting is also the fact that the holders maintain a relatively stable rate of debt while the debt rates of the subsidiaries grow (see Tab. VIII) at a relatively stable rate of bank fi nancing. Holding companies make business mainly among themselves, therefore because of increased debt and stagnation of bank fi nancing must occur to increase the internal debt in the holding. Thus, hypothesis No. 4 can be considered confi rmed (see Tab. VI) .
Next the correlation was tested between the company's performance as measured by the indicator ROA (i.e. earnings before interest and tax to assets) and the cash fl ow management. The ROA indicator makes it possible to measure both the performance of a company and the volume of capital invested. The calculation clearly indicated a direct correlation between the factors in subsidiaries. However, this correlation was not confi rmed in holders although the profi tability of assets increased every year mostly in holders.
The performance growth in holders corresponds with the conclusions made by Hanousek, Kočenda, and Mašika (2012) , who found out that concentrated ownership in commercial enterprises infl uences their performance positively.
CONCLUSION
The research of holding companies aimed to identify the reasons for companies grouping, identify the impacts and determine the correlation between the level of association and the performance of the companies. The information necessary was obtained through a questionnaire enquiry and interviews as well as by analyzing the fi nancial statements and other documents describing the relationships between the companies in question.
The interviews confi rmed the main benefi ts of a holding company, improved cash fl ow management. The most frequent cash fl ow management tools include loan agreements, internal factoring, dividend payment in favour of the holder, using of transfer price, and cash pooling with the subsidiaries' cash concentrated in a joint account and transferred from active companies to those with a temporary defi cit.
The holders, which manage their cash fl ows more effi ciently, operate with a higher net working capital. Towards their subsidiaries, they adopt an aggressive strategy causing low levels of net working capital. Thus, the subsidiaries operate with a lower net working capital. This leads to a drop in the capital invested, less expensive fi nancing, and increased performance of the holding companies.
Forty-two percent of the respondents thought of the factor of decreased volume of capital invested as decisive. As a consequence of the abovementioned possibility to transfer cash between subsidiaries, there is less need of the capital invested and bank loans.
The most important eff ect of holding organizational structure is thought to be a better negotiating position with business partners. When negotiating, subsidiaries can be looked upon as representing the entire holding company. This is eff ective despite the subsidiaries being independent entities guaranteeing alone for their obligations and not putting in danger the owners in the event of a failure. The ownership structure of a holding company signifi cantly reduces liability risk diversifying the overall business risk.
On the other hand, the research has shown that the total tax burden of the subsidiaries did not diminish as expected. This was because the continual coordination of revenues and costs between the participating companies was not suffi cient.
Part of the research consisted of determining the correlation between the eff ective cash level management as an indicator of the degree of association of the subsidiaries and the company performance indicators of the value driver category. A direct correlation was proved between the extent of cash fl ow management and the amount of the net working capital of the holders. In the category of subsidiaries, a direct correlation was proved between:
• level of cash fl ow management and debt rate, • level of cash fl ow management and profi tability of a company. Indirect correlation was in turn found between the level of cash fl ow management and the liquidity of the subsidiaries.
The authors admit a limited applicability of the results obtained due to the size of the sample. However, because of the diffi culties in collecting the sample data, the research is the fi rst of the kind to be published in the Czech Republic.
SUMMARY
Research of the company performance shows that it is in direct proportion to the size. A larger size of companies may be achieved by joining the capital of independent commercial undertakings in a closely tied group. This paper presents the results of a research project focusing on holding companies. The research aims to describe and analyze the purposes of and reasons for holding companies, their benefi ts as seen by the company managers, and identify the synergic eff ects of the grouping. Another objective of the research is to fi nd out about a possible correlation between the level of association of the companies and their performance. The authors presume that the level of association can be judged by the way the cash fl ow management works. The research was carried out in two stages. At the fi rst stage, a questionnaire enquiry was done along with interviews with the respondents. Next the secondary resources such as fi nancial statements were analyzed. This aimed to identify possible synergic eff ects of the grouping of companies. To this end, relationships were analyzed between the extent of effi cient cash fl ow management and the company performance indicators of the value generator category, that is, net working capital, cash liquidity, structure of fi nancing resources. During the interviews, the respondents saw the key benefi ts of a holding company in improved cash fl ow management, reduced volume of the capital invested, improved negotiating position of the holding company, and diversifi ed risk (reduced liability risk). Tax savings were not achieved as expected. The analysis of the secondary data showed that there was a direct correlation between the level of cash fl ow management and the NWC amount of the holders. In the category of subsidiaries, a direct correlation was proved between the profi tability of companies and the extent of cash fl ow management as well as between the debt rate and level of cash fl ow management. Indirect correlation was in turn proved between the level of cash fl ow management and the liquidity.
